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Fxcept for the j^^^R&bor, salaries end wages were veri- 
fied by reference to tine eaMHMi an Inspection of all canceled pay 
roll check*, 

there has been disallowed a total of 128,94 in California 
sales tax, cash discount in excess of 1# taken but not passed on to the 
Agency and duplicate billings. 

In verification, these chargee were traced to the original 
invoices and to the canceled checks in -ayeent thereof, 

c. MB 125,945,46 

Overhead which wae distributed to the Contractor** jobs on 

the basis of p rcentap.e of direct labor cost, bears a ratio of 52.50# to 
the allowable s alaries and wa ges which aaounts to • 49,423,78 before the 
addition of the It will be observed that the contract, 

being of a style which in this respect is no longer employed by the Agency 
provides in Article 2, (e)(3) that the Contractor may bill "An allowance for 
overhead costs not otherwise reimbursable hereunder in an amount equal to 
one hundred percent 000#) of the total salaries and wages (but not taxes) 
reimbursable under subparagraph (l) hereof .* (underscoring supplied) . 

Through the 0 attractor’s election to charge only such overhead as was 
actually incurred, and on the ©sumption that the completion of the work 
was desired, it would appear the Agency has been afforded a saving of 
$23,478.32, this euro represents the difference between allowable fireei 
tabor of $49,423,78 and t>verh<*ad of $25*945.46, done latent, however, with 
the Contractor*® election to bill only actual allowable overhead, there has 
been disallowed as a result of the audit, the sum of $3,671,37 consisting 
largely of Pales, Travel , Fntarto inmen t and Advertising Expenses which 
either are dlsal lovable in principle or were determined to he inapplicable 
to the subject contract. The halar.ee of disallowance consists of certain 
net overcharges resulting fro® errors in computation. 

In confirmation, the expense ledger totals which were accepted 
without verification, were recapitulated and the allowable Direct tabor for 
each month compared with Total Direct Tabor to establish the basis of pro- 
ration, The resulting percentage was applied to overhead expenses to detar- 
alne the appropriate charge, Significant expense accounts wore than analysed, 
s owe in detail and others only selectively, oral entries traced to original 
vouchors nhich were themselves scanned . Sufficient satisfaction as to the 
Incurrence of snch expenses and the distribution thereof was thereby obtained 
without a detailed audit of all overhead accounts. 

d. £gms&mss H34.00 

This item covers charges for long distance telephone calls 
and telegrams. These i ferns were only test cheeked rather than checked 
is detail in view of the relative insignificance of the individual 
charge©. 
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$550.58 


This item corcis+r principally of one trip from 

California to "“'aehington, P, C. and return, aceonnl ifthed 
at a cofit of f 408.12 and a trip fro" | 

ICallfornla and return I i 1 i < n|> 

168,41. In addition there are included chsrp^BnraBrsus auto 
trips within the Immediate area of Sierra *%dre which have been re- 
iabursat at a rata of 54 per ®ile ac allowed by Article 2, {©) (5} of 
the contract* 25X1 A 



The chargee on 
verified, but other items w« 
verified in detail. 


trip to Washington were 
‘selectively rather Ilian 


f. Ml 


1949 LiiL m. Ml 

the attached 


It will be observed that 


exhibit reflects 


January 1949 coots of f 1.468. 77 and the balance of the Fixed Fee of 
$ 1/6.62 on total allowable "costs of $116,663.79, neither of which have 
been billed to or paid by the Agency. That these item® have not yet 
been billed is due to the fact that the bill for January 1949 included 
only such charges as would baring the total cumulative billing up to the 
contract limitation of 125,CCC.0C. Naturally, through disallowances 
totalling $1,890,20 disclosed in the audit, there reuults an unexpended 
balance in an equivalent amount, ‘‘he Contractor, fully aware of the 
lose he ha® incurred through an inability to bill these costa and fee 
due to time and coat restrictions, has indie “fed his cieterji.inet.ion to 
submit a supplemental bill, for January costa not yet billed as soon 
as he is informed of the extent of the disallowances. 


In view of these considers ti ons , the writer recommend® that 
these coats end fee totaling $1,615.59 be allowed provided the Contractor 
submits its bill in cube tan tlation. 


4 . SUim.HS XATFRIAT-S » It is understood, there are two matters in 
connection with property accounting which remain unfinished at this time. 

The Contractor trust submit to the Agency an accounting for property fur- 
nished by the ilsvemnent and for oroporty purchased by the Contractor and 
charged to the Government undvr this contract. Article 3. of the contract 
affords Hi© Contractor the right to retain upon termination of the work 
that property which was purchased under the contract by returning such amount 
as the agency determines to be a fair price for the articles desired by the 
Contractor, The exercise of this right ia subject to a determination by 
the Contracting fficer of the advisability of such an action. In pursuance 
of this article, the Contractor proposes to submit a list of the property 
such as teat equipment which it wishes to purchase , and has already agreed to 
allow the Agency the full origins! cost of such property. In view of the 
fact that tills property has presumably already depreciated to some extent 
through its use in the project, this proposal seeas eminently fair. 


Approved For Release 2001/08/23 : CIA-RDP57-00384R0008001 40004-7 

confidential 



CONWcmtmi 

Approved For Release 2001/08/23 : CIA-RDP57-00384R0008001 40004-7 


The second r-atter involves property of a less permanent or 
expendible character the -value of which, the writer understands, has 
appreciably diminished through us© in connection with the subject work. 

The Contractor propos s to sute.it e bid for these materials which, of 
course, «&y be eojapared with other bids which the Contracting Officer 
my wish to obtain. The writer made no effort to review the C ntraetor’s 
proposals in this connection, as he was neither qualified nor authorised 
to evaluate their reasonableness. Re did, however, request that -Use 
equipment and materials to be purchased or bid in he identified insofar 
as practicable with the Snvricoe reflecting the original purchase so 
that original cost sight be independently determined from invoices on 
file in this branch. 

5* OjfgCpVjjigC-. r..:.STS - The accep*rnco of the Contractor's 
proposals In these masters of accounting for property purchased under 
the contract v.uld result in reduction of the net contract cost to 
the Government. The question would then arise as to whether the 
Contractor .tight be permitted to recover— -to the extent of the agreed 
price for these materials— certain other costs recorded in February 
and “arch 1949 but never billed to the Agency because of both the 
coat celling end expiration date. To ?oas extent, these costs sight 
constitute fir~ obligations incurred -prior to 1 February 1949 which 
were not recorded until on or after that date. 

From hie review of the contract, the writer Is unable to 
deterslne whether reimbursement could be allowed in this regard. On 
the one hand the Contractor was not obliged to cosplste the work at 
its own expense because of the "Cost Escape" clause of the contract. 
Article 3. provides that such sum of money &e the Government may deter- 
mine to bo fair and proper for such property shall be "returned" to 
the Government, implying perhaps that such return is to be accomplished 
after termination of the work and final determination of the reimburse- 
ment therefor. If the latter hypothesis is correct, then no recovery by 
the Contractor could arias out of its? return to the Agency of the fair 
price of such property a* it is permitted to purchase. Thus, if recovery 
for coeta otherwise unrecoverable wor« permitted in this earner, the 
effect would be to enable the Contractor to acquire soma, at least, of 
the property at no cost to itself. 

tn the other hand, the Contractor has not taken advantage of 
ite contractual rights to bin an allowance for overhead equal to 100$ 
of Direct Tabor before taxes, nor to proceed no further toward comple- 
tion of the work when the cost limitation of 1125,000.00 wee attained. 

The Contracting; n f fleer, therefore, if permitted to consider the ques- 
tion at all may wish to temper his views with these considerations. 

In any event, in the writer’s opinion the recovery if allowable 
would be limited solely to materials and services for which the Contractor 
obligated itself on purchase orders placed on or before February 1949 and 
would not extend to labor or overhead costs incurred after 1 February 1949. 
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6, atC03ty?DATrsS - In conclusion, tbs writer submits tbs 
following recommendations arising out. of this audit* 

(1) That, subject to the Contractor* s submission of a 
bill, in ib® indicated amount for unbilled January 1949 costs, the star, 
of t 124,S5X.65 be proposed in settlement of this contract. 

(2) That the Office of the C-oner&l Counsel determine 
whether the accept* -ee of the Contractor's profxjsftls for purchase of 
property acquired under the contract would per»i t the Contractor to 
recover otherwise allowable costs which cannot now b© allowed because 
of the cost ceiling, 

(3/ That the Contracting Officer give consideration to 
establishing as a regular practice the direction of interim audits 
prior to completion of the contract work on those contracts covering 
an extensive period of time and sufficiently materiel in amount to 
justify the extra audit expanse, ifcereby, would be achieved, in the 
writers opinion, (1) an earlier determination of the acceptability 
of the Contractor's accounting system and practices with possible 
savings and early positive assurances resulting therefrom, and (2) the 
readier reconciliation and settlement of dispute* regarding questions 
of cost determination which would result in the review of transactions 
of current rather than principally past periods. 


Respectfully submitted, 

25X1A 
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EXHIBIT X 
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ctmv-jfx c r -m Wv. YFiF mwjTiTiirii© 

A T®COWtt 3 #»PD CONTACT StmiMm 

Period 2 June 1947 Through jQ January 1949 


Sal arias end *ageo 
Crgjtracj^p element 
element 

Material® and Services 

Overhead 

CasBoimleatione 

Trawl 

fetal Contract Costa 
Fiawfi Fee 


f 49, 423. TP 

ZL*25Z*Z£ 


Billed Throqgi 

3LifflBa«X 1343 


* 71,376*06 
17,300.15 
25,549*33 
134.00 

m*t& 

i 115,215.02 

fiiflaLsflt 


January 1949 

Mjmaa 


t 3, 377. 54 
96.13 


,U«3£> 


f 1,468,77 




Total 


I 71, 376.06 
18,677.69 
25,945.46 
134.00 

..ms 

1116,663.79 

8.167,66 


Total Cost To Govsmiaont 
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